DEPARTMENT OF HOUSI NG AND URBAN DEVELOPMENT

FEDERAL HOUSI NG ADM NI STRATI ON

MORTGAGE AND LOAN | NSURANCE PROGRAMS

SUMVARY OF THE BUDGET ESTI MATE

A. Mortgage Insurance Commtnent Limtations. The Budget requests an overal

nort gage i nsurance commtment limtation of $181 billion on new fiscal year 2003 FHA | oan
comm tnents. The proposed total includes $160 billion under the Mitual Mortgage and
Cooperative Managenent Housing Insurance (MM /CWVH ) Fund, which will exclusively support
insurance of hone nortgages; and $21 billion under the General and Special Risk |Insurance

(Gl /SRI') Fund which supports hone, nultifamly rental, and an assortnent of specia
purpose (hospitals, nursing homes, etc.) nortgage insurance

B. Direct Loan Limtations. The Budget requests a direct loan limtation of
$50 million under the MM /CMH account. A direct loan limtation of $50 million is also
requested for the G /SRl account. These direct loans will be used to facilitate the
acqui sition and disposition by non-profit intermediaries of FHA single famly and
mul tifam |y acquired properties.

C. Appropriations for Adm nistrative Expense. The Budget requests a total of
$776 mllion for adm nistrative and adnmi nistrative contract expenses in the FHA program
accounts. Of this total, $572 million will be transferred to Salaries and Expenses
(S&E), HUD; $24 million will be transferred to the appropriation for the Office of
I nspector General; and $180 million for adm nistrative contract expenses. Of the tota
$596 mllion to be made available by transfer to the Departnent’s Sal ari es and Expenses
S&E and The Office the Inspector General (O G accounts, $363 mllion would be funded in
the MM /CMHI account and $233 million would be in the GI/SRl account.

D. Appropriation for Mrtgage Insurance Credit Subsidies. The Budget requests an
appropriation of $15 mllion to support the credit subsidies associated with |oan
guarantees commtted under the FHA's Gl /SRl account. The credit subsidy is based on the
net cost to the Governnment, exclusive of adm nistrative expenses, of a direct |oan or
| oan guarantee over its full term discounted to present value at the Treasury's
borrowi ng cost. In cases where premium and fee income is projected to be nore than
sufficient to support full costs (i.e., there is no net Federal cost), negative credit
subsidy is generated as revenue to offset other spending or reduce the deficit.

PROGRAM DESCRI PTI ON

Through nortgage insurance, FHA hel ps | enders reduce their exposure to risk of
default. This assistance allows | enders to make noney available to nore borrowers for
home and honme i nprovenent |oans, and apartnent, hospital, and nursing hone |oans. FHA
provides a vital link to financing for Anerica’s housing needs.

Mort gage i nsurance has nmade financing avail able in neighborhoods and geographic
areas facing econom c uncertainty, and to individuals and fam|ies not adequately served
by the conventional nortgage market. FHA has been a product innovator, and has seen the
private sector follow with simlar products and terns once they learn from FHA' s
experience. FHA spreads and manages risk through geographically dispersed | oan insurance
activity and a portfolio that is diverse in borrowers and products

Supporting FHA Adninistrative Costs

Annual Appropriations Acts include amounts under the MM /CVHI and GI/SRI program
accounts to be transferred to the Departnent’s Sal aries and Expenses account and to the
Office of Inspector General to support the general overhead costs associated with the
adm ni stration of the various insurance funds. |In addition to these anounts, the program
accounts al so include appropriations to pay for certain programmtic contract expenses
relating to the conduct of FHA's endorsement, accounting and servicing, portfolio
anal ysis, and other activities directly related to operations of the funds. For fisca
year 2003 the Department is proposing a total appropriation for the contract expenses of
$180 mllion, of which $86 mllion is in the MM/CWH account and $94 million is in the
Gl /SRl account. Of the total appropriation, not less than $36 mllion is to be
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transferred to the Working Capital Fund for devel opment of information technol ogy systens
for the adm nistration of FHA prograns.

Costs associated with acquisition, managenment and di sposition of specific assets
Headquarters-directed as well as field originated, are capitalized into the costs of
those properties and notes, and affect the profit or loss realized on the disposition of
the assets. These costs are not included in the FHA contract totals in the program
accounts, but rather are reflected in the net cash flows reported in the FHA |iquidating
and financing accounts.

STRATEG C GOALS AND OBJECTI VES

VWi le FHA has a specific m ssion and defined goals, it also contributes to the
| arger goals of the Departnent. Through its Single Fam |y 203(k) program which provides
for combi ned purchase and rehabilitation financing, FHA contributes to conmunity
revitalization and devel opment. Through its Multifam |y M xed-Income product, avail able
to convert public and other housing to m xed-income devel opnents, FHA contributes to
openi ng housi ng markets and encouragi ng econom ¢ and social integration. Through FHA s
Nei ghbor hood Networks initiative, residents learn new skills and gain access to
information that can help them become | ess dependent on assistance, and successfully make
the transitions required by welfare reform Disposition and rehabilitation of
multifam |y owned property are increasingly a part of the broader community plans and
efforts.

FHA’ s ongoi ng objective is to continue to enhance its business capacity and to
better serve its public purpose. FHA has focused significant effort to becone nore
streamnl i ned, market-driven, and effective in furthering the Nation’s comunity and
housi ng goal s, including increasing the national honeownership rate to an all tinme high
More remains to be done to ensure that FHA is a blend of the best of public and private
busi ness worlds: a business-driven entity created to serve a public m ssion, and
flexible enough to act quickly and cost-effectively in rapidly changi ng markets.

The fiscal year 2003 Budget provided strategic goals for the Departnment, including
(1) make the honebuying process |ess conplicated, the paperwork demands | ess denmandi ng
and the nortgage process itself |ess expensive; (2) help famlies mve fromrenta
housi ng to homeownership; (3) inprove the quality of public housing and provide nore
choices for its residents; (4) strengthen and expand faith-based and community
partnershi ps that enhance conmunities; (5) effectively address the chall enge of
honel essness; (6) enbrace high standards of ethics, managenent and accountability; (7)
ensure equal opportunity and access to housing; and (8) support conmunity and econom c
devel opnent efforts.

Est abl i shing these goals, with appropriate objectives and indicators, enables FHA to
focus activities on measurable results. Specific objectives and performance nmeasures for
the MM and G /SRl funds are discussed in each of the follow ng sections
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MUTUAL MORTGAGE AND COOPERATI VE MANAGEMENT HOUSI NG | NSURANCE ACCOUNT

PROGRAM HI GHLI GHTS

I NCREASE +
ACTUAL ENACTED ESTI MATE DECREASE -
2001 2002 2003 2003 vs 2002
(Dollars in MIlions)
APPRCPRI ATl ON_REQUEST
I nsurance Conmitnent Linmitation $160, 000 $160, 000 $160, 000
Use ......... .. i -$134, 841 -$147, 339 -$142, 441 +$4, 898
Subtotal ..................... $25, 159 $12, 661 $17, 559 +$4, 898
Direct Loan Limtation .......... $250 $250 $50 -$200
Adm ni strative Transfers (S&E &
AG $331 $337 $348 +$11
Reserve for Retiree costs ....... al_ [ $16] [ $16] $15 -$1
Rescission ...................... -$1 NA NA NA
Non- over head adnin. costs ....... $160 $160 $86 b/ -$74
Di scretionary outlays (Net)
Program Account Discretionary
Qutlays ... $506 $527 $428 -$99
Reserve for Retiree Costs ...... al $16 $16 $15 -$1
Subtotal ..................... $506 $527 $443 - $100
Mandat ory Qutl ays (Net):
Mandat ory Qutlays, Liquidating
accouNnt . ... $4,576 $1, 178 $179 -$999
Mandat ory Offsetting Col | ections -$2, 481 -$4, 422 -$1, 879 +$2, 543
Subtotal ..................... $2, 095 -$3, 244 -$1, 700 +$1, 544
Mort gage | nsurance Conmitnents:
(Units)
Hormes Current .................. 1,191, 631 1, 245, 755 1,175, 604 -70,151
I nsurance Witten (units):
Hormes Current .................. 1, 007, 472 1, 198, 842 1, 160, 355 - 38, 487
I nsurance Witten (dollars):
Homes Current .................. $107, 449 $133, 557 $121, 674 -$11, 883
Insurance in-force (dollars):
Homes ................. ... ... ... $459, 523 $485, 826 $542, 896 +$57, 070
Payment of insurance clains ..... $5, 059 $3, 786 $3, 699 -$87
Negat i ve Subsidy (Discretionary) -$2, 246 -$2,791 -$2,938 -$147

al Beginning in fiscal year 2003, the Budget presents the ampunts associated with
shifting the cost for benefits accrued to the Federal retirees fromcentral accounts to
af fected program accounts. The costs associated with the proposal are shown on a
conpar abl e basis for program accounts in fiscal years 2001 and 2002.

b/ The | ower anount requested for fiscal year 2003 includes the transfer to the
wor ki ng capital fund and reflects ADP systens devel opnent costs; the decrease
fromfiscal year 2002 represents a direct appropriation to the working capital
fund for systens infrastructure and mai ntenance costs.
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SUMVARY OF BUDGET ESTI MATES

Credit Limtation. The Budget requests $160 billion as |limtation on new insurance
comm tnments for fiscal year 2003. This limtation includes standby comm tnents to avoid
the need for supplenmental appropriations if the demand for insurance should exceed the
projected | evel; but standby commitnents are not reflected in the estimtes for net
outl ays and receipts.

An estimated $134 billion of insurance will be witten in 2002, and $122 billion in
2003.

Appropriation Request. An appropriation of $449 mllion is requested for
adm ni strative expenses for fiscal year 2003. O this sum $359 million is to be
transferred to the Departnental Salaries and Expenses, $4 nmillion to the Office of
I nspector General accounts, and $86 million for contract expenses, including a transfer
of not less than $21 million to the Working Capital Fund for system devel opnent.

The MM Fund is expected to generate $2.8 billion of negative subsidy on insurance
written in fiscal year 2002 at a subsidy rate of -2.07 percent, and $2.9 billion in 2003
at a subsidy rate of —-2.53 percent.

Adni ni stration Legislative Proposal. The President’s 2003 Budget corrects a |ong-
st andi ng understatement of the true cost of the Civil Service Retirenment System (CSRS)
and the Federal Health Benefits Program (FEHB). For sone time, the accruing charge of
CSRS and all retiree health benefits has been charged to central accounts. Beginning in
fiscal year 2003, the Department’s request reflects the shifting of these costs from
central accounts to the Departnent. The $15 million represents the related charges for
the MM fund in 2003.

EXPLANATI ON OF | NCREASES AND DECREASES

1. Mortgage Origination. FHA anticipates that it will endorse less insurance in
MM single famly nortgages in fiscal year 2003 ($122 billion and 1.16 mllion hones)
than in fiscal year 2002 ($134 billion and 1.20 mllion hones), due to projected changes

in econom c conditions. However, the negative subsidy anpunt increases from 2002 to 2003
due to a nore negative subsidy rate (-2.07 percent in 2002, and -2.53 percent in 2003).
No additional comm tnent authority is requested in 2003 above the $160 billion in 2002

2. Mortgage Assignment, Property Acquisitions, and Property Sales. In 2002 and
2003, FHA will acquire notes under Section 601 of the 1999 Appropriations Act.
These notes will be transferred to joint venture partners, with the partner
providing an upfront paynent to FHA at the time of the transfer. FHA will retain
an equity interest until the partner disposes of the notes, and will receive
addi tional paynments for that interest.

The claimcosts for acquired properties is projected to be an estinmted 3 percent
bel ow the 2002 | evels, using the claimrates fromthe 2001 Actuarial Review, as adjusted
for program changes. These changes include increased use of the loss mtigation
techni ques in 2002 and 2003, and increased use of note clainms under Section 601 of the
1999 Appropriations Act. Sales of properties are projected based on the estimted
inventory at the end of fiscal year 2002 and estimated acquisitions in fiscal year 2003

3. Additional Request An additional $16 mllion is included for 2001 and 2002 for
full funding of retiree health benefits, and of CSRS retirement benefits, and an
addi tional $15 million in 2003

4. Financial Activity. Net outlays in 2003 are estimated at -$3.5 billion for al
accounts, including the off-budget financing accounts.

The fiscal year 2003 Budget shows negative subsidy disbursed to the Liquidating
Account through the financial planning period, where it can be invested in specia
Treasury secutities and earn interest.

PROGRAM DESCRI PTI ON AND ACTI VI TY

B-4
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MM /CVHI  Funds. The Mutual Mrtgage |Insurance Fund consists of the basic single
fam |y hone nortgage program (Section 203(b)), the largest of all the FHA prograns.

The Section 203(b) program enacted in the National Housing Act of 1934, provides
mort gage i nsurance for one- to four-famly residences. This program has contributed to
expandi ng the opportunities for homeownership in the United States and will continue to
meet the needs of first-time homebuyers, working famlies, and mnority famlies, as wel
as underserved communities, especially central city and rural areas. Under the 203(b)
program any person able to neet the cash investment, nortgage paynents and credit
requi renents may obtain an FHA-insured |oan froma private lending institution to
purchase a home. Since its inception through Septenber 30, 2000, the MM Fund has
insured approximately $1.2 trillion in nortgages for about 19 mllion famlies.

The Cooperative Managenent Housing | nsurance Fund contains the Cooperative Housing
I nsurance program (Section 213), which provides nortgage i nsurance for cooperative
housi ng projects of nmore than five units that are occupi ed by menmbers of a cooperative
housi ng corporation. The insurance program can be used for new construction
rehabilitation, acquisition, inprovement or repair of a project and resal e of individua
menberships in the cooperative. This program was enacted in 1950 and only m nor program
activity has occurred in recent years.

A reduction in the direct |oan programis proposed fromthe $250 mllion |limtation
enacted for 2002 to $50 million in 2003. The $250 million Iimtation was in anticipation
of increased demand for the disposition of single famly properties which has not
occurred due to the availability of alternative financing

PROPOSED CHANGES FOR 2003 FROM THE 2002 BUDGET ASSUMPTI ONS

Single Fam |y proposes for MM:

Claimestimtes fromthe claimrates in the 2001 Actuarial Review, as adjusted for
antici pated programmtic changes;

I mpl enentation of the Hybrid ARMs | egislation enacted as part of the 2002 Budget;

| mpl ement ati on of the nortgage notes program authorized in section 601 of the 1999
Appropriations Act is now anticipated to begin in 2002, a delay of one year from
t he 2002 Budget assunption; and

Recoveries on properties to net 65 percent, in line with current recoveries

STRATEGI C GOALS AND OBJECTI VES: RESOURCES REQUESTED ($ AND FTE) AND RESULTS

The strategic goals established for the Departnent are to: (1) make the homebuyi ng
process | ess conplicated, the paperwork denmands | ess demandi ng and the nortgage process
itself |l ess expensive; (2) help famlies move fromrental housing to homeownership; (3)
i mprove the quality of public housing and provide nmore choices for its residents; (4)
strengt hen and expand faith-based and comunity partnershi ps that enhance communities;
(5) effectively address the chall enge of honel essness; (6) enbrace high standards of
et hics, managenent and accountability; (7) ensure equal opportunity and access to
housing; and (8) support conmunity and econom c devel opment efforts

SELECTED PERFORMANCE MEASURES

NOTE: Targets are prelimnary and nay be revised with the subm ssion of the full APP
docunent

STRATEGI C GOAL/ OBJECTI VE ACTUAL ENACTED ESTI MATE
2001 2002 2003

Strategic Goal 1: Make the home-buying process |ess conplicated, the paperwork |ess
demandi ng and the nortgage process |ess expensive

Di scretionary BA (Dollars in Thousands) $22, 200 $22, 300 $19, 500

FTE
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STRATEGI C GOAL/ OBJECTI VE ACTUAL ENACTED ESTI MATE
2001 2002 2003
Headquarters 0 0 0
Field 44 45 45
Subt ot al 44 45 45

Strategic Objective 1.1: Reform Real Estate Settlenments Procedures Act (RESPA)

rul es.

I ndi cator: Average closing costs for FHA Basel i ne NA NA

| oans goes down from fiscal years 2001- TBD

2006.

Strategic Objective 1.2: Elimnate practices that permt predatory | ending.

Indicator: By the end of fiscal year 2003, NA NA I mpl ement

FHA wi Il prevent the issuance of FHA rule

nort gage i nsurance on properties that have

been transferred within 6 nmonths.

Indicator: FHA will restrict excessive NA NA Publ i sh

points and fees on FHA | oans. rule

Strategic Goal 2: Help families move fromrental housing to homeownershi p.

Di scretionary BA (Dollars in Thousands) $311, 800 $315, 800 $276, 900

FTE
Headquarters 101 112 112
Field 519 527 527

Subt ot al 620 639 639

Strategic Objective 2.1: Expand national honmeownership opportunities.

I ndi cator: | nprove National honeownership 68. 1% 68. 5% NA

opportunities

I ndicator: Loss mitigation clains are nore 46% 48% 40%

than 40 percent of total clainm on FHA-

insured single-fam |y nortgages

I ndi cator: The share of all honebuyers who Dat a not NA NA

are first-time honebuyers avai l abl e

I ndi cator: The number of FHA single-famly 1, 067, 000 NA NA

nmort gage i nsurance endorsenents nationw de.

I ndicator: First-time honebuyers will 80% 82% 80%

account for at |east 80 percent of FHA-

i nsured hone-purchase nortgages.

I ndi cator: The honmeownership rate anmong 52. 6% NA NA

households with incomes | ess than nedian

fam |y incone.
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STRATEGI C GOAL/ OBJECTI VE ACTUAL ENACTED ESTI MATE
2001 2002 2003
I ndi cator: The homeownership rate in 52. 3% NA NA
central cities.
Strategic Objective 2.2: Expand honmeownership opportunities for mnorities and
persons with disabilities.
I ndicator: The minority homeownership rate 49. 2% NA 50%
will increase to 50 percent.
I ndicator: The ratio of homeownership rates 75. 6% NA 76%
of mnority and nonminority |ow and antici pated
nmoder ate-income famlies with children
increases by 0.4 percentage points to 76.0
percent by 2003.
I ndicator: The ratio of home purchase 175. 4% NA NA
nort gage di sapproval rates between nminority antici pated
and ot her applicants.
I ndicator: The share of minority honebuyers 45% 46% 47%
anong FHA home purchase-endorsenents
increases by 1 percentage point.
I ndi cator: The share of mnority NA Est abl i sh Basel i ne
endor senents processed by the FHA Basel i ne plus 1
Technol ogy Open To All Lenders (TOTAL) percent age
Scorecard increases by 1 percentage point. poi nt
I ndicator: Endorse at |east 421,000 FHA 404, 697 425, 000 421, 000
single-fam |y nortgages in underserved
comuni ties.
Strategic Goal 6: Enbrace high standards of ethics, managenent and accountability.
Di scretionary BA (Dollars in Thousands) $168, 500 $170, 600 $149, 100
FTE
Headquarters 196 203 203
Field 138 141 141
Subt ot al 334 344 344
Strategic Objective 6.1: |Inprove HUD's managenent and internal controls, including
FHA' s financial managenment and resol ve audit issues.
I ndi cator: The FHA Mutual Mortgage 3.75%| At least 2%| At |east 2%
I nsurance Funds neets Congressionally
mandat ed capital reserve targets.
I ndi cator: Exceed the rate of net recovery NA Est abl i sh Exceed
received on the sale of property through Basel i ne Basel i ne
the Accel erated Clai m Program Denonstration
(Section 601).
I ndi cator: The number of non-conpliant NA (FY 2000 NA 8
financi al management systens is reduced = 11)
from1ll to 8.
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STRATEGI C GOAL/ OBJECTI VE ACTUAL ENACTED ESTI MATE
2001 2002 2003
I ndicator: During fiscal year 2003, eight NA 7 15
addi tional m ssion-critical data systens
will be certified, increasing the total
nunmber of certified systens to fifteen.
I ndicator: The share of REO properties that NA Est abl i sh Basel i ne
are sold to owner occupants will increase Basel i ne pl us 5%
by 5 percent.
Indicator: FHA will address financial NA NA NA
management and system deficiencies through
the phased inplenentation of an integrated
financial systemto support FHA functions
to be conpl eted by Decenber 2006.
Strategic Objective 6.2: |Inprove accountability, service delivery and customer
service of HUD and our partners.
I ndicator: HUD will inplenment procedures to NA Publ i sh I mpl enent
hol d | enders accountable for the selection proposed procedures
and performance of appraisers for FHA- rule
i nsured nortgages.
Strategic Goal 7: Ensure equal opportunity and access to housing.
Di scretionary BA (Dollars in Thousands) $3, 000 $3, 000 $2, 600
FTE
Headquarters 6 6 6
Field 0 0 0
Subt ot al 6 6 6
Strategic Objective 7.1: Reduce housing discrimnation.
I ndi cator: The share of FHA | oan NA Est abl i sh Basel i ne
applications processed through Aut omated Basel i ne plus 10
Underwriting Systens increases by 10 per cent age
percent age points. points
Strategi c Goal 8: Support conmunity and econom c devel opnent efforts.
Di scretionary BA (Dollars in Thousands) $500 $1, 000 $900
FTE
Headquarters 1 2 2
Field 0 0 0
Subt ot al 1 2 2
Strategic Objective 8.2: Help conmunities nore readily access revitalization
resources to becone nore |ivable.
FTE Tot al 1, 005 1, 036 1, 036
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NA = Not applicable.

GENERAL AND SPECI AL RI SK | NSURANCE ACCOUNT

PROGRAM HI GHLI GHTS

APPROPRI ATI ON REQUEST

I nsurance Conmmitnent Limitation
Direct Loans Limtation .........

Budget Aut hority
Admi ni strative Expenses ........

Reserve for Retiree Costs ...... al_

Contract Expenses ..............

Positive Credit Subsidy ........

Supplenental ................ ...

Rescission .....................
Subtotal .....................

Program | evel
Use of insurance conm tnent
limtation .....................

Admi ni strative Expenses

Appropriation, S&E Transfer

Reserve for Retiree Costs ...... al

Appropriation, Contract Costs ..
Subtotal .....................

Credit Subsidy Reservations:

Appropriations .................

I nsurance Conmitnents (dollars)

Miltifamly ... ................
Hospitals ......................

Title | ...
Nur si ng Honmes (includes refis)

Subtotal ............. ... . ...

nsurance Witten (units):

Miltifamly ... ... .....
Hospitals ............. ... .. ....

Nursing Hones ( includes refis)

Subtotal .....................

nsurance Witten (dollars):

Miltifamly ....................
Hospitals ......................

ACTUAL
2001

$21, 000
$50

$211
[$10]
$144
$101
$40¢c/
-$1
$495

$15, 418

$211
[$10]

$144

$355

$101

$3, 362
$279
$10, 152
$167
$1, 458
$15, 418

68, 465

96, 327
12, 235
26,963
203, 990

$3, 353
$107
$10, 152
$167

ENACTED
2002

ESTI MATE
2003

I NCREASE +
DECREASE -
2003 vs 2002

(Dollars in MI1lions)

$21, 000
$50

$216
[$10]

$144

$15

$375

$17, 003

$216
[$10]

$144

$360

$15

$5, 299
$100
$9, 877
$227
$1,500
$17, 003

83, 500

102, 067
14, 077
32,235

231, 879

$5, 323
$100
$9, 877
$227

$21, 000
$50

$224
$9
$94 b/
$15

$342

$18, 689

$224
$9

$94 b/

$327

$15

$6, 324
$500
$9, 877
$188
$1, 800
$18, 689

107, 689

102, 067

9, 500
35,704
254, 960

$6, 068
$500
$9, 877
$188

+$8
-$1
- $50

-$43

+$1, 686

+$8
-$1
-$50
-$43

+$1, 025
+$400

-$39
+$300
+$1, 686
+24, 189
-4,577
+3, 469

+23, 081

+$745
+$400

-$39
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| NCREASE +
ACTUAL ENACTED ESTI MATE DECREASE -
2001 2002 2003 2003 vs 2002
(Dollars in MI1lions)
Nur si ng Homes (includes refis) . $1, 458 $1, 500 $1, 800 +$300
Subtotal ..................... $15, 237 $17, 027 $18, 433 +$1, 406

a/ Beginning in fiscal year 2003, the Budget presents the anmpbunts associated
with shifting the cost for benefits accrued to the Federal retirees from
central accounts to affected program accounts. The costs associated with
the proposal are shown on a conparable basis for program accounts in
fiscal years 2001 and 2002

b/ The | ower amount requested for fiscal year 2003 includes the transfer to
the working capital fund and reflects ADP systens devel opnent costs; the
decrease from fiscal year 2002 represents a direct appropriation to the
wor ki ng capital fund for systems infrastructure and nmintenance costs

c/ Emergency suppl emental appropriation was provided by Congress but not
requested by the Departnment.

SUMVARY OF BUDGET ESTI MATES

A. Credit Limtation. A limtation on new insurance commtments for fiscal year

2003 of $21 billion is requested. It is estimated that $8.1 billion in insurance will be
issued for multifamly and healthcare related prograns in fiscal year 2003 for 143,393

units. Another $500 mllion is estimated in hospital nortgage insurance. Single famly
and Title | commtnents are projected at $10 billion in fiscal year 2003 for an estimated

111,567 units.

A direct loan limtation of $50 mllion is requested. Of this amount,
$30 million is intended for bridge loan financing to facilitate the sale of nultifamly
projects, and $20 mllion is for 5-year purchase noney nortgages for non-profit and

governnent al agencies to make HUD-acquired single famly properties available for resale
to purchasers at or below 115 percent of area medi an incones.

B. Appropriations. The 2003 request includes appropriations of $15 mllion for
positive credit subsidy necessary for commitnents related to various nultifam |y prograns
and for the Title | property inprovements |oan programin the G /SRl program account.
Appropriations of $327 mllion in adm nistrative expenses are requested for 2003, of
which $213 million is transferred to the Departnmental Salaries and Expenses Account, $20
mllion is transferred to the Office of |Inspector General account, and $94 mllion for
contract expenses, including a transfer of not less than $14 mllion to the Working
Capital Fund for system devel opment.

C. Adm nistration Legislative Proposal. The President’s 2003 Budget corrects a
| ong- st andi ng understatenent of the true cost of the Civil Service Retirement System
(CSRS) and the Federal Health Benefits Program (FEHB). For sonme tine, the accruing
charge of CSRS and all retiree health benefits has been charged to central accounts
Begi nning in fiscal year 2003, the Department’s request reflects the shifting of these
costs fromcentral accounts to the Department. The $9 million represents the related
charges for the GI/SRI fund in 2003

CURRENT | NCREASE +
ACTUAL ESTI MATE ESTI MATE DECREASE -
2001 2002 2003 2002 vs 2003

(Dol lars in MIlions)
APPROPRI ATl ON REQUEST

B-10
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| NSURANCE COVM TMENT
Limitati on Enacted/ Requested ..... $21, 000 $21, 000 $21, 000
Direct Loans ..................... 50 50 50

BUDGET AUTHORI TY

Di scretionary:

Adm ni strative Expenses (S&E) .... 211 216 224 +8
Reserve for retiree costs ....... [10] [10] 9 +1
CURRENT | NCREASE+
ACTUAL ESTI MATE ESTI MATE DECREASE -
2001 2002 2003 2002 vs 2003

(Dollars in MIIlions)

Non- over head adm nistrative expenses. 144 144 94 -50

Positive Subsidy Appropriations .. 101 15 15

Supplenmental ........ ... ... . ... 40

Rescission.. ..................... -1 e e e

Total Discretionary Approp ..... 495 375 342 -41

Offsetting Receipts ................ -103 - 257 -173 +84
Legislative Savings ................ C -218 A +218

Mandat ory:

Li qui dati ng account (net) ........ 2,474 1, 009 1,023 +14

Mortgage sales ................... [-393] [-163] [-208] [-45]

Program Account Upward Reestimate... 246 995 NA -995

Recei pt Account .................. A -113 -40 +73

Recei pt Account Downward Reesti mate -517 -1,542 NA +1, 542

BUDGET OUTLAYS

Di scretionary:

Adm ni strative expenses (S&E) ... 211 216 224 +8

Reserve for retiree costs ...... [10] [10] 9 +1

Non- over head adm ni strative expenses 120 144 107 -37

Credit Subsidy .................. 100 36 15 -21
Offsetting receipts ............. -103 -475 -173 +302

Mandat ory:

Li qui dati ng account (net) ....... 73 1,278 958 - 320

Program Account Upward Reestimate. .. 246 995 NA -995

Recei pt Account ................. L -113 -40 +73

Recei pt Account Downward Reesti mate -517 -1,542 NA +1, 542

EXPLANATI ON OF | NCREASES AND DECREASES

The fiscal year 2003 request also includes estimated comm tments of $19 billion in
| oan prograns where the present value of projected revenues from new i nsurance exceeds
the present value of estinmated costs, resulting in the generation of negative credit
subsidy. This negative credit subsidy of $173 million fromnew insurance will be a
di scretionary offset against the total budget authority of the Departnment.

PROGRAM DESCRI PTI ON AND ACTIVITY

A. G /SRl Insurance Prograns. The Departnent will continue to offer a range of
alternative | oan guarantee prograns to address specialized nortgage financing
needs. These products include nortgage insurance for rehabilitating, devel oping
and refinancing of apartnent buildings, nursing home facilities, nonprofit
hospitals and Title | loans. The Departnent's insurance prograns will continue
to meet the Nation's need for decent, safe and affordable housing

B. Hospital Prograns. The Departnment will continue the Section 242 Program which
provi des nortgage insurance for |oans made for the construction; renovation
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and/ or equi pping of acute care hospitals. Since the program began in 1968, FHA
has insured 311 hospital nmortgages totaling nore than $9 billion. The Hospita
Mort gage | nsurance Program al so includes: Section 241 suppl enental |oans; Section
223(a)(7) loans for refinancing existing insured projects; and Section 223(e)

|l oans for hospitals in older, econonmi cally declining urban areas. The Hospita
Mort gage | nsurance Programis adm nistered by HUD Headquarters, with support from
staff at the U S. Departnment of Health and Human Services

C. Miltifam|ly Credit Subsidy Rates. The Departnment continuously devotes
significant efforts in updating and refining credit subsidy estimtes. The
credit subsidy estinmates were devel oped after extensive consultation with OVB by
FHA and refl ect substantial additional analysis by the Departnment. Each year the
extensive statistical base, from which projections of future |oan performance is
cal cul ated, is updated for an additional year of actual data. The Department and
The Office of Management and Budget (OMB) continue to exam ne the data
assunptions, and cal cul ati ons, which are used to estimate | oan program cash fl ows
and subsidy rates in order to elimnate errors, and to seek inprovenents in the
accuracy and reliability of the analysis.

The nultifam |y credit subsidy rates used in the fiscal year 2002 Budget, and in
previous years, reflected historic performance data of simlar |oans made over
the past 40 years. Nunerous questions have been rai sed over the resulting
performance assunptions yielded by this reliance on historical data in |ight of
the substantial inprovenments nade in recent years in underwiting, program

moni toring, and asset managenent, as well as unprecedented changes in tax law in
the 1980's adversely affecting the performance of loans in the FHA portfolio at
that time.

Concern over the accuracy of the FHA credit subsidy estimtes was magnified by
the depletion of appropriated subsidy amunts, and suspension of new | oan
guarantee conmtments in the last two fiscal years. To avoid further disruption
of the programin 2002, the Adm nistration increased the prem unms charged for
section 221(d)(4) new construction/substantial rehabilitation |oan guarantees
from 50 basis points to 80 basis points, which caused this programto break-even
and elimnated the requirenent for appropriated credit subsidy. Freed from
dependence on credit subsidy appropriations, this program has generated
unprecedented | oan volumes since the start of the fiscal year. The new prem um
structure, however, has raised concerns that the FHA subsidy estimating

met hodol ogy was resulting in the inposition of excessive fees, and potentially

i npedi ng the devel opment of affordable rental housing.

The Department and OVMB agreed upon the use of a new statistical analysis applied to | oan
level data to estimate FHA's historical conditional claimand prepayment rates and to
project loan performance in the future. These key assunptions are nodel ed using such
factors as the change in the 10-year bond rate and the Gross Domestic Product, the

mul tifam |y vacancy rate, and the net present value of tax benefits and to estimate these
rates in the future using projected values of these variables. Use of this regression
anal ysi s conbined with updated actual |oan performance and other technical inprovenents
in the cash flow nodel itself yielded a break-even prem umfor fiscal year 2003 of 57
basis points. The analysis includes all FHA nmultifam |y data relevant to current forms
of insurance; no tinme periods have been judgnentally excluded. The econonetric analysis,
however, adjusts expected performance to account for the effects of changes in the
economy and in tax treatment of nultifamly investments.

This premiumreduction will be effective for I oans made in fiscal year 2003. In
addition, FHA will reduce the prem um for section 207 manufactured home parks and
section 220 devel opment | oans to 61 basis points. This is a break-even prem um
rate for this new risk category, and requires no appropriated credit subsidy.

The nodeling inprovenments adopted for the section 221(d)(4) program al so
significantly lowered the subsidy rate for the section 221(d)(3) new construction
| oan program for cooperatives and non-profits, and corrections in the analysis of
historical data for the section 241(a) supplenmental/additions program also had a
simlar effect. However, since positive credit subsidy continues to be required,
no reduction in the 80 basis point prem umfor these prograns is proposed
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D. Title |I Program Subsidy Rates. The fiscal year 2003 estinmates for the Title |
Progranms reflect the | oan characteristics of the property inprovenent and the
manuf actured housi ng program which are incorporated into the cash flows, which
are used to calculate the subsidy rate for loan programs in accordance with the
Federal Credit Reform Act of 1990.

E. Title Il Program Single Fam ly Subsidy Rates. The G /SRl single famly credit
subsidy estimates also reflect review of |oan performance. This includes updated
| oan performance data and assunptions of the major GI/SRI single fam |y programs
that are currently active. Those nortgage insurance prograns are 234(c)

Condom ni um Housi ng and 203(k) Purchase/ Rehabilitation. Other small progranms
that do not have sufficient volume to nodel and estinmate individually are
included in the Sec. 234(c) risk category for budgetary purposes.

The followi ng table displays the estimated allocation of conm tment authority and
subsidy by program for fiscal year 2003.

Gl / SRI PROGRAMS Commi t ment Subsi dy Rate Positive
Aut hority FY2003 Subsi dy BA
FY 2003 FY 2003
Multifam |y & Healthcare
Apartments NC/ SR (includes M xed $3, 500, 000, 000 -0.06%
Use)
221 (d3) NP coop owned apts. $200, 000, 000 3.93% $7, 860, 000
Tax Credit Projects $500, 000, 000 -0.65%
M xed | ncome d4 (Hope VI) $50, 000, 000 -0.33%
Apartments Refinance $960, 000, 000 -2.17%
241a Suppl emental |oans for Apts. $50, 000, 000 6. 35% $3, 175, 000
223 Operating Loss Loans $8, 500, 000 18. 69% $1, 588, 650
HFA Ri sksharing $650, 000, 000 -1.37%
GSE Ri skshari ng $105, 000, 000 -1.36%
FHA Full Insurance for Health Care
Facilities $1, 300, 000, 000 -1.19%
Heal th Care Refinance $500, 000, 000 -1.97%
Ot her Rental $300, 000, 000 -0.07%
Hospitals (includes refi. & Suppl. $500, 000, 000 -2.76%
Loan)
Multifamily & Heal thcare Subtotal $8, 623, 500, 000 $12, 623, 650
Single Fam ly Programs
Title |
Property I nprovenents $117, 750, 000 2.02% $2, 378, 550
Manuf act ur ed Housi ng $70, 000, 000 -0.47%
Title | Subtotal $187, 750, 000 $2, 378, 550
Title 11
234 Condom ni um Housi ng & O her $8, 482, 000, 000 -1.08%
203(k) Rehabilitation Mortgage $1, 395, 000, 000 -0.46%
Title Il Subtotal $9, 877, 000, 000
Si ngl e Fam |y Subt ot al $10, 064, 750, 00 $2, 378, 550
0
Stand- by Authority $2, 311, 750, 000
Gl / SRI TOTAL $21, 000, 000, 00 $15, 002, 200
0

F. Office of Multifam |y Housing Assistance Restructuring (OVHAR). The Miultifamly
Assi sted Housi ng Reform and Affordability Act of 1997 was enacted in the 1998
Appropriations Act. The legislative authority establishing OVHAR ended Septenber
30,2001. However, Public Law 107-116 extends OVHAR as an entity within the Office of
Housi ng for 3 years and extends the attendant nortgage restructuring authority for 5
years. The extension of the Mark-to-Market program authority is estimated to reduce
net FHA costs by $218 mllion over the 2002-2006 period. The debt restructuring
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process is expected to preserve over 130,000 units of affordable housing stock
t hrough |l ong-term use agreenments

As of December 1, 2001 OVHAR reported conpleting over 1,100 rent reductions and

cl osed 340 debt restructurings, averaging 30-35 properties per nonth during fisca
year 2001. The restructurings are performed through oversight of a national network
of 21 public Participating Adm nistrative Entities (PAEs), and 8 private partners
OVHAR staff is currently located in a central District of Colunbia office and three
satellite field offices, located in Chicago, New York and San Franci sco, which
oversees the programthrough nationally consistent guidelines, which provide for
local flexibility to the extent possible

The 1,100 transactions conpleted by OWAR resulted in a reduction in annual Section 8
outl ays of $79, 254,894. The average rent reduction is $89 per unit per nonth. The
reductions in future Section 8 outlays and expected recoveries of second nortgage
paynments exceed the one-tine costs of restructuring for FHA claim and PAE costs

In addition to ensuring long-termfinancial viability and achieving Section 8

savi ngs, physical and nmanagerial assessments are conducted for each property to
assure the long-termviability of the portfolio. Expenses are analyzed to ensure

efficient operations. |Inmediate capital needs are addressed through repair escrows.
Long-term physi cal needs are provided for through increased deposits to reserve for
repl acement accounts. Initial deposits to these accounts were increased on average

from $1,304 to $1,994 per unit, and annual deposits increased on average from $310 to
$403 per unit per year.

The M2M programrealigns the owners’ and HUD s interest by providing a return on the
owner’s equity through a capital recovery paynent, an incentive performnce fee, and 25
of net cash flow. The financial structure of the properties is designed to ensure
efficient operations and mai ntenance of the properties. HUD is closely nmonitoring the
performance of restructured properties through a portfolio managenent contract and
through a “watch list” for at-risk properties which had rents reduced w thout a debt
restructuring.

A significant ampbunt of work still remains to be conpleted. Approximtely 800 deals are
currently in various stages of restructuring. There are another 3,400 Section 8
contracts expiring over the life of OWMAR s proposed extension, at |east a third of which
are estimated to be above market and eligible for Mark-to-Market

G. Mrtgage Note Sales. FHA successfully executed GI/SRI Miltifam |y Mrtgage Note Sal es
in fiscal year 2001 which will continue into 2004. In 2001, FHA sold 139 unsubsidi zed

nortgage notes with an unpaid principal balance (UPB) of $623 mllion. These notes
were valued to HUD at $332 mllion. The net sales proceeds anmpbunted to $426 mllion
Negative subsidies realized fromthe sales amunted to $94 mllion

FHA plans to continue selling Multifam |y unsubsidized nortgage notes in fiscal year
2002 through 2004. Currently, large portions of the remaining nultifam|ly notes are
subsi di zed. Therefore, FHA is also planning to sell the subsidized inventory staring
in fiscal year 2003. Ongoing note sale activity in the future will be driven by the
amount of sal able notes entering the inventory

H Miltifamly Enforcement. The Departnent’s nultifam |y housing enforcenent strategy
reflects the integrated and coordinated efforts of the Real Estate Assessnent Center
(REAC) within the Office of Public and |Indian Housing and the Departnmenta
Enf orcement Center (DEC), an elenent of the Ofice of the General Counsel. REAC is
conpl eting a conprehensive and uniform portfolio wi de assessnent of the physical and
financial condition of all the properties. Results are being forwarded to Housing's
Mul tifam |y Hubs for additional actions. The Multifam |y Hubs are responsible for
servicing the |l oans and overseei ng subsidy contracts. In those cases where there
appear to be severe performance problens, cases are referred to the DEC. The DEC
eval uates each case it receives and, where the DEC deci des that severe problens
exi st, the DEC provides an action plan to be inplenmented by the Hubs to address the
problem(s). Qualitative inprovenment in the assessnent and enforcenent effort is
being realized through the centralization and specialization of these staff. The
ul ti mte goal, however, is inproved living conditions for residents, inproved
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nei ghbor hoods, conmmunities, and inproved financial performance for FHA because
performance standards for participants are raised.

STRATEGI C GOALS AND OBJECTI VES: RESOURCES REQUESTED ($ AND FTE) AND RESULTS

The strategic goals established for the Departnment are to: (1) make the honebuying

process | ess conplicated, the paperwork denmands | ess demandi ng and the nortgage process
itself | ess expensive; (2) help famlies mve fromrental housing to homeownership; (3)
i mprove the quality of public housing and provide nore choices for its residents; (4)
strengthen and expand faith-based and community partnershi ps that enhance communities;
(5) effectively address the chall enge of honel essness; (6) enbrace high standards of
et hics, managenent and accountability; (7) ensure equal opportunity and access to
housi ng; and (8) support community and econoni c devel opment efforts.

SELECTED PERFORMANCE MEASURES

NOTE: Targets are prelimnary and may be revised with the subm ssion of the full APP
docunent .

STRATEG C GOAL/ OBJECTI VE ACTUAL ENACTED ESTI MATE
2001 2002 2003

Strategic Goal 1: Make the home-buying process |ess conplicated, the paperwork |ess
demandi ng and the nortgage process | ess expensive.

Di scretionary BA (Dollars in Thousands) $1, 900 $1, 400 $1, 300
FTE
Headquarters 0 0 0
Field 5 5 5
Subt ot al 5 5 5

Strategic Objective 1.1: Reform Real Estate Settlenents Procedures Act (RESPA)
rul es.

I ndi cator: Average closing costs for FHA Basel i ne NA NA
| oans goes down from fiscal years 2001- TBD
2006.

Strategic Objective 1.2: Elimnate practices that permt predatory |ending.

I ndicator: By the end of fiscal year 2003, NA NA | mpl enent
FHA wi || prevent the issuance of FHA rule
nort gage i nsurance on properties that have
been transferred within 6 nmonths.

Indicator: FHA will restrict excessive NA NA Publ i sh
points and fees on FHA | oans. rule

Indicator: By the end of fiscal year 2003,
FHA wi Il prevent the issuance of FHA

nort gage i nsurance on properties that have
been transferred within 6 nmonths.

Strategic Goal 2: Help famlies nove fromrental housing to homeownershi p.

Di scretionary BA (Dollars in Thousands) $224, 700 $169, 200 $152, 200

FTE

Headquarters 40 46 46
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STRATEGI C GOAL/ OBJECTI VE ACTUAL ENACTED ESTI MATE
2001 2002 2003
Field 554 562 562
Subt ot al 594 608 608

Strategic Objective 2.1: Expand national homeownership opportunities.

I ndicator: Inprove National homeownership 68. 1% 68. 5% NA

opportunities

I ndicator: Loss nmitigation clains are nore 46% 48% 40%

than 40 percent of total claim on FHA-

insured single-fam |y nortgages

I ndi cator: The share of all honebuyers who Dat a not NA NA

are first-time homebuyers avai l abl e

I ndi cator: The nunber of FHA single-famly 1, 067, 000 NA NA

nort gage i nsurance endorsenents nationw de.

I ndicator: First-time homebuyers will 80% 82% 80%

account for at |east 80 percent of FHA-

i nsured hone-purchase nortgages.

I ndi cator: The homeownership rate anong 52. 6% NA NA

househol ds with incomes |ess than nedian

famly incone.

I ndi cator: The homeownership rate in 52. 3% NA NA

central cities.

Strategic Objective 2.2: Expand honeownership opportunities for mnorities and

persons with disabilities.

I ndicator: The minority homeownership rate 49. 2% NA 50%

will increase to 50 percent.

I ndicator: The ratio of homeownership rates 75. 6% NA 76%

of mnority and nonminority |ow and antici pated

nmoder ate-income famlies with children

increases by 0.4 percentage points to 76.0

percent by 2003.

I ndi cator: The ratio of home purchase 175. 4% NA NA

nor t gage di sapproval rates between mnority anticipated

and ot her applicants.

I ndi cator: The share of mnority homebuyers 45% 46% 47%

anmong FHA home purchase-endorsenents

increases by 1 percentage point.

I ndi cator: The share of mnority NA Est abl i sh Basel i ne

endor senents processed by the FHA Basel i ne plus 1

Technol ogy Open To All Lenders (TOTAL) percent age

Scorecard increases by 1 percentage point. poi nt

I ndi cator: Endorse at |east 421,000 FHA 404, 697 425, 000 421, 000

single-fam |y nortgages in underserved

conmuni ties.

Strategic Objective 2.3: Increase the availability of affordable rental housing.
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STRATEGI C GOAL/ OBJECTI VE

ACTUAL
2001

ENACTED
2002

ESTI MATE
2003

I ndi cator: FHA endorses at |east 650

mul tifam |y nortgages.

758

800

650

Strategi c Goal 3:
its residents.

I mprove the quality of publ

i ¢ housing an

d provide nore choices for

Di scretionary BA (Dollars in Thousands) $136, 800 $105, 700 $92, 900
FTE
Headquarters 26 31 31
Field 335 340 340
Subt ot al 361 371 371

Strategic Objective 3.3:
assi sted housi ng.

| nprove physi cal

and related conditions in public and

Strategic Goal 6: Enbrace high standards of ethics, managenent and accountability.
Di scretionary BA (Dollars in Thousands) $87, 900 $65, 800 $57, 800
FTE
Headquarters 194 193 193
Field 38 38 38
Subt ot al 232 231 231
Strategic Objective 6.1: Inprove HUD' s managenment and internal controls, including
FHA's financial managenent and resolve audit issues.
I ndi cator: Exceed the rate of net recovery NA Est abl i sh Exceed
received on the sale of property through Basel i ne Basel i ne
the Accel erated Clai m Program Denonstration
(Section 601).
I ndi cator: The number of non-conpliant NA (FY NA 8
financi al management systens is reduced 2000=11)
from1ll to 8.
I ndicator: During fiscal year 2003, eight NA 7 15
addi tional mssion-critical data systens
will be certified, increasing the total
nunber of certified systens to fifteen.
I ndi cator: The share of REO properties that NA Est abl i sh Basel i ne
are sold to owner occupants will increase Basel i ne plus 5%
by 5 percent.
Indicator: FHA will address financial NA NA NA
management and system deficiencies through
the phased inplementation of an integrated
financial systemto support FHA functions
to be conpl eted by Decenber 2006.
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STRATEGI C GOAL/ OBJECTI VE ACTUAL ENACTED ESTI MATE
2001 2002 2003
Strategic Objective 6.2: |Inprove accountability, service delivery and customner
servi ce of HUD and our partners.
I ndicator: HUD will inplenment procedures to NA Publ i sh | mpl enent
hol d | enders accountable for the selection proposed procedures
and performance of appraisers for FHA- rule
i nsured nortgages.
I ndi cator: Under the M2M program HUD will 607 750 500
reduce the rents and where appropriate,
conpl ete a nortgage restructuring on 500
deal s.
Strategic Goal 7: Ensure equal opportunity and access to housing
Di scretionary BA (Dollars in Thousands) $3, 400 $2, 600 $2, 300
FTE
Headquarters 2 2 2
Field 7 7 7
Subt ot al 9 9 9
Strategic Objective 7.1: Reduce housing discrimnation
I ndicator: The share of FHA | oan NA Est abl i sh Basel i ne
applications processed through Aut omated Basel i ne plus 10
Underwriting Systens increases by 10 percent age
percent age points. poi nts
Strategic Objective 7.3: |Inprove housing options for the elderly.
I ndi cator: The number of assisted-1iving Est abl i sh I ncrease I ncrease
units that HUD supports through FHA Basel i ne over over FY
i nsurance and conversion of Section 202 Basel i ne 2002
el derly units increases.
Strategi c Goal 8: Support community and econom c devel opnent efforts
Di scretionary BA (Dollars in Thousands) $50, 400 $40, 400 $35, 600
FTE
Headquarters 12 16 16
Field 121 126 126
Subt ot al 133 142 142
Strategic Objective 8.2: Help conmmunities nore readily access revitalization
resources to becone nore |livable
I ndi cator: The nunmber of nultifam |y rental 9, 526 10, 000 10, 500
units in underserved areas insured by FHA
increases by 5 percent.
FTE Tot al 1, 334 1, 366 1, 366
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STRATEGI C GOAL/ OBJECTI VE

ACTUAL
2001

ENACTED
2002

ESTI MATE
2003

NA = Not applicable.




